THE WHITE HOUSE 


WASHINGTON 
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April 8, 1964 


MEMORANDUM FOR MR, BUNDY 


SUBJECT: Republican Critical Issues Council - Publication of Panama 
Paper 


1. Irefer to the President's request that Milton Eisenhower's Panama 
package be digested as soon as possible, Attached at Tab lis Mr. Hisen- 
hower's April 6 letter which covered the package; it is conciliatory and 
helpful intone. At Tab 2 is a press release, dated April 8, announcing the 
publication of the Critical Issues Council's first paper. At Tab 3 is the first 
paper, ''Panama: A Realistic Appraisal."' 


2, Here is a summary of ''Panama: A Realistic Appraisal" 


(a) Introduction ~ While there is every reason why U.S. /Panama re- 
lations should be good, they are bad. The roots of the present crisis "are 
embedded in a 61 year failure of Panama and the U.S. to build the good will 
and genuine understanding essential to a fruitful partnership, "' 


(NOTE: Not characteristic of the balance of the paper, the first page 
contains a number of sharp blasts at the Democratic Administration -- 
e.g. "mishandling and neglect" during the last year; failure to debrief 
Ambassador Farland). 


(b) Roots of the Problem - Since 1903, the crux of the problem is that the 
U.S. and Panama have had a fundamental difference of interests and that each 
side has pursued its own interests without sufficient regard for the interests 

of the other, On the one hand, the primary aim of the U.S. has been to operate 
the Canal efficiently and securely; we thought we could do this only if we had 
complete jurisdiction of the Zone and complete control of the Canal. On the 

other hand, Panama has viewed the Canal as its greatest resource; convinced 
that the U.S. has been profiting from this national asset, Panama has claimed 
sovereignty over the Zone and has vigorously insisted on getting more of the 
benefits. The 1936 and 1955 treaties only seemed to delay the conflict; conces- 
sions, in themselves, will not end our difficulties in Panama. We must reconcile 
the basic difference in interests through a mutually-acceptable and long-range 


policy. 
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(c) Alternatives to the Status Quo - Finding a mutually-acceptable and 
long-range policy won't be easy; to illustrate the complexity, note the al- 
ternatives to the status quo. First, as suggested by Truman, Stevenson, 
and others, we could turn the Canal over to international or inter-American 
control. But this would probably please neither Panama nor the U.S, For 
example, Panama would not increase its benefits from the Canal and would 
lose a "whipping boy" in the bargain. Second, we could transfer control of 
the Canal to Panama. But such things as the loss of the U.S. subsidy and 
Panamanian inefficiency would cause an exorbitant increase in tolls and would 
irritate maritime nations. Third, we could create a joint U.S. /Panamanian 
corporation, with the Canal Zone under Panamanian jurisdiction, to control 
and operate the Canal. But U.S. citizens are needed for Canal jobs and U.S. 
citizens insist on U.S. law and on services equal to those in the U.S. 


(d) A Maze of Misunderstanding - Long years of malice and misunder- 
standing make the problem even tougher. On the one hand, we have too often 
acted as if we were completely sovereign in the Canal Zone. On the other 
hand, the Panamanians are not angels. They think we are making much money 
from the Canal; in fact, we subsidize it. Also, some Panamanians regard the 
$1.9 million annuity as the only payment to Panama; in 1962, 17% ($85 million) 
of the Panamanian national income was generated directly by the Canal. Final- 
ly, Panamanian leaders and media maintain myths about the Canal to divert 
attention away from class inequities; this fans anti-Americanism and Commu-- 
nism. 


(e) A Realistic Policy - The guts of a realistic policy is the recognition 
that a new sea level canal must be constructed within 25 years. We should 
build the Canal by nuclear explosion in Panama; it will be shorter, cheaper, 
and we would devastate the Panamanian economy if we built it elsewhere. It 
is advantageous to wait a reasonable time before construction; inter alia, this 
will allow time for the amortization of the current Canal debt. 


"It is clearly to Panama's interest and ours to settle current difficulties, 
to maintain the present Canal for a reasonable period and to agree now to a 
new undertaking subsequently." Once this is recognized, the U.S. and Panama 
should amend the existing treaties to incorporate the following seven elements. 
First, Canal improvements costing approximately $75 million should be made 
to assure the operation of the Canal for another 25 years. Second, Canal tolls 
should be raised by 30 percent and Panama's annuity should be increased to 
$15 million. Third, the Canal Company should begin a program to amortize 
the existing $460 million debt to American taxpayers. Fourth, without ham- 
pering the operation of the Canal, the United States should rotate its civilian 
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personnel in the Canal Zone. Fifth, Panamanians should be trained as 
rapidly as possible to fill the higher-paying positions in the Canal operation 
and to handle the complicated technical operation of the Canal. Sixth, the 
United States should make clear to Panama that when reforms promised 
under the Alliance for Progress are carried out, United States aid will be 
available in substantial amounts to improve Panama's agricultural and indus- 
trial capacity, and in general raise the living standards of the masses. 
Seventh, the two governments should agree to negotiate within 25 years a new 
treaty, replacing all existing ones, which, inter alia, will specify how a sea- 
level canal is to be constructed and operated. 


Apart from treaty revisions, when an Ambassador to Panama is appointed, 
he should be given sole authority to speak for the United States in Panama. 
Duality of representation (i.e. Governor of the Zone) aggravates our difficulties. 


3. Attached at Tab 4is a preliminary State analysis of the Critical Issues 


Council's paper on Panama, In essence, State says that the paper is basically 
constructive and advocates many things which we have been thinking about for 
a long time but which we have not been able to say publicly. We should take 

a relaxed public posture - i.e. while the paper contains a number of debatable 
points, we welcome its constructive, bipartisan approach. Mr. Anderson now 
has the ball (Ambassador Bunker agrees with this approach; Tom Mann was 
not available). This seems like a sensible line to me. 


State is now in the process of writing a detailed critique of the Council's paper. 
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cc: Mr. Dungan 


LIMITED OFFICIAL USE 


PRESIDENT'’S HouSsE 
HoMEWooD, BALTIMORE 18, MARYLAND 


April 6, 1964 


Dear Mr. President: 


I am deeply appreciative of your wonderful 
thoughtfulness in sending me your official statements 
on the Panama problem and in taking time to telephone 
me at the conclusion of the Meet the Press program last 
evening. 


In order that you might have the original text 
rather than a newspaper version, I enclose a copy of 
a statement on Panama which the Critical Issues Council 
will issue for release in the Wednesday morning newspapers. 
My colleagues and I who constitute the Council surely have 
no desire to say anything that could have a detrimental 
influence on the negotiations which your representative, 
Mr, Robert Anderson, will soon undertake. We have 
reconsidered our statement with this thought in mind, 
and have concluded that our analysis and suggestions 
cannot do harm and may do a great deal of good. I 
suspect that most Americans, lacking information, 
favor a “hard” attitude; our suggestions for immediate 
treaty revisions arid the ultimate negotiation of a new 
treaty, coming as they do from a group of. Republican 
citizens, may be beneficial here and possibly also in 
Panama. 


With respect and warm personal regard, 


ay 7 mage 
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The Honorable Lyndon B. Johnson 
The White House 
Washington, D. C. 
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FOR FUR. «CR INFORMATION: 


James M. Clark, Jr. 
Assistant to the Chairman 
Critical Issues Council 


Tel.: (202) 783-3025 
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' FOR RELEASE: WEDNESDAY A.M. 
APRIL &, 1964 


WASHINGTON, D.C, -- In the first of a series of "critical issues papers," which 


will examine and suggest possibie solutions to important foreign and_domestic_ 
problems facing the United States, the Republican CITIZENS Committee's Critical 
Issues Council, headed by Dr. Milton S. Eisenhower, recommended a 7-point program 
to deal with immediate and long-range problems in Panama. 

"Any realistic approach to the Panamanian problem," the Council declares, 
“mist begin with the recognition that the construction of a new sea-level canal 
within 25 years is imperative; earlier construction is preferable. Disputes 
over sovereignty, wage scales and profits are all attendant upon the inescapable 
need for a new canal." 

The Council also recommended that the United States agree now to negotiate 
amendments to existing treaties with Panama and to negotiate an entirely new 
treaty within 25 years. 

Pointing out that the present crisis in Panama is the "predictable 
result of an explosive situation that has been building openly for many years," 
the Council states: "It should now be clear ... that further concessions at this 
time will not in themselves end our difficulties in Panama. Only by reconciling 
the basic difference in interest between the two nations through a mutually 
acceptable and longerange policy can we hope to find a lasting solution to the 
Panamanian problem." 

"A heritage of malice and misunderstanding" will make this task difficult, 
according to the Council paper. It sites Panama's belief that the United 


States is making great profit from the Canal and the United States' belief that 
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we have sovereignty in the Canal Zone as glaring examples of misunderstanding. 


The United States not only has never made a penny of profit, the Council explains, 


but 1¢ actually subsidizes the operation of the Canal to the extent of about 


$6 million yearly. And the treaty of 1903, which permitted the United States to 


build the Panama Canal, makes clear that titular sovereignty remains with Panama. 


Since the best site. for a new canal appears to be Panama, the Council i 
: 


argues that it is clearly in the best interests of the United States and Panama to 


settle the current difficulties and to begin building the good relations which 


would assure the successful construction and operation of a new sea level canal 


in Panama. 


The Council recommends that the existing treaties with Panama be amended 
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to incorporate the following: 


1. Canal improvements costing approximately $75 million should be made 


promptly to assure the continued operation of the Panama Canal for another 25 years. 


2. Canal tolls should be raised by 30 percent and Panama's annuity ( now 
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$1,930,000 ) should be’ increased to $15 million. 


f 


3. During the period preceding a completely new treaty, the Canal Company 


should repay the existing $460 million debt to the American taxpayers. This can 


be accomplished by allocating a portion of the income from a toll increase and 


the $16 million normally spent in recent years on Canal improvements. 


4. To the degree that it is possible without hampering the operation of the 


Canal, the United States should rotate its civilian personnel in the Canal Zone. 


5. Panamanians should be trained as rapidly as possible to fill the 


higher-paying positions in the Canal operation and to handle the complicated 


technical operation of the Canal. 


6. The United States should make clear to Panama that when reforms 
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promised under the Alliance for Progress are carried out, United States aid will 


be available in substantial amounts to improve Panama's agricultural and industrial 


capacity, and in general raise the living standards of the masses. 


7. The two governments should agree to negotiate within 25 years a new 
treaty which will specify how a sea-level canal is to be financed, constructed, 
and operated. 

Apart from treaty revisions, when an ambassador is appointed he should be 
given full authority to speak for the United States in Panama. The Governor of 
the Canal Zone should be forbidden to negotiate with Panamanian officials on 
major issues. 

a "The leaders of the United States and Panama must keep in mind that a 
primary goal is to maintain the Panama Canal for about another 25 years," the 
Council continues, “and then to replace it with a new sea-level canal. Misunder- 
standings or stubborness or false nationalistic pride must not divert us from 
this goal. Panama must consider carefully its actions during the next 25 years 
and must assess the future realistically... If the two nations can join together 
in solving the problems that have plagued them for half a century, there is every 
likelihood that a new Panama canal will be built and it will symbolize 
inter-American cooperation and progress." 

Commenting on the purpose of the Critical Issucs Council and its papers, 
Dr. Eisenhower said: “An Administration in power has positions on this and other 
issues, but thoughtful citizens need to consider informed and well reasoned 
alternatives to these positions and to sharpen their own judgments on how best to 
deal with these national problems. We hope to offer these alternatives in our 
papers. We plan to issue additional papers at approximate one week intervals 
concluding shortly before the Republican National Convention in July." 

Dr. Eisenhower stated that the Critical Issues Council is cooperating 
with the Republican National Committee and clected Republican officals, but that 
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the positions taken will be those of a citizens organization and do not 
represent official Republican policy, 

Members of the Critical Issucs Council are well known Rupublican- 
oriented citizens with expert competence in one or more fields, None is a 
political office holder or candidate for public office, Besides the Council 
members, many other citizen experts are being consulted in the preparation of 
the papers, 


The Council members are; 
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Dr. Milton S, Eisenhower, Chairman - President, The Johns Hopkins University, 


Elliott V, Bell - Chairman of the Executive Committee, McGraw-Hill Publishing 
Co,; Editor and Publisher, Business Weck, 


Admiral Arleigh A, Burke, USN (ret,) - Chief of Naval Operations, 1955-61, 


- Arthur F, Burns - Chairman, President's Council of Economic Advisers, 1953-56; 
Professor of Economics, Columbia University, 


Albert L, Cole - General Manager, The Reader's Digest Association. 


James H. Douglas - Secretary of the Air Force, 1957-59; Deputy Secretary of 
Defense, 1959-61, 
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Marion B, Folsom - Under Secretary of the Treasury, 1953-55; Secretary of 
Health, Education, and Welfare, 1955-58, 


Thomas S, Gates - Secretary of the Navy, 1957-59; Secretary of Defense, 1959-61, 


T, Keith Glennan - Member of the Atomic Energy Commission, 1950-52; Administrator 
of NASA, 1958-61; President, Case Institute of Technology, 


Oveta Culp Hobby - Secretary of Health, Education and Welfare, 1953-55; President, 
Houston POST Publishing Company. 


Walter H, Judd - Member of 78th-87th Congress as Representative from the 5th 
District of Minnesota, 


Mary P. Lord - U.S. Alternate Representative to the U.N. General Assembly, 
1953-59; U.S. Delegate to the General Assembly, 1958-60, 


Clare Boothe Luce - Member of the 78th and 79th Congresses from the 4th District 
of Connecticut; U,S, Ambassador to Italy, 1953-57, 


Deane W. Malott - President, Cornell University, 1951-63, 
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James P, Mitchell - Secretary of Labor, 1953-61, 

General Lauris Norstad, USAF (ret.) - Supreme Allied Commander, SHAPE, 1956-62, 

Don Paarlberg - Assistant Secretary of Agriculture, 1957-58; Special Assistant to 
the President and Food-for-Peace Coordinator, 1958-61; Professor of Economics, 


Purdue University, 


C. Wrede Petersmeyer - President, Corinthian Broadcasting Company; Trustee, 
Committee for Economic Development, 


Samuel R, Pierce, Jr, - Judge, N. ¥. Court of General Sessions, 1959-60, 


Charles S, Rhyne - President, American Bar Association, 1957-58, © 


Raymond J, Saulnier - Chairman, President's Council of Economic Advisers, 1957-61; 
Professor of Economics, Columbia University, 


Lewis L, Strauss - Chairman, Atomic Energy Commission, 1953-58; Secretary of 
Commerce, 1958-59, 


Walter N, Thayer - President, New York Herald Tribune, 
Henry C. Wallich - Member, President's Council of Economic Advisers, 1959-60; 


Professor of Economics, Yale University, 


# 
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(Full text of the Council's statement on Panama is attached.) 
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1625 K Street, Ne We — 
: Washington, D. C. 20036 j 


“< Telephone: (202) 783-3025 
t a“ 
For rN WEDNESDAY - A.M.’ Critical Issues Paper No. 1 
APRIL 8, 1964 FULL TEXT 


PANAMA; A REALISTIC APPRAISAL 


If there is any Latin American nation with which the United States 
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should have exemplary relations, it is surely Panama. The Canal which we built 


PROC 


there at great expense and sacrifice is of vital economic and strategic importance 


to the United States and of great economic importance to Panama, this hemisphere 
and the world. For half a century, we have maintained the Canal as an efficient 


world trade route, as much for the benefit of other nations as for our own. 
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Panama's periodic complaints notwithstanding, the Canal has been the most important 


single factor in the development of the Isthmus. 


Panama should occupy a unique and intimate position in United States 


foreign affairs. Its importance is far out of proportion to its size. Both the 


United States and Panama have had compelling reasons for wanting to be on the 
fie 


best of terms with each other. But relations between the two nations have 


deteriorated steadily over the years. In August, 1963, our Ambassador to Panama, 


Joseph Farland, resigned his post to protest both the misuse of foreign aid funds | 


and the Administration's indifference to the basic problems in United States- 


Panamanian relations -- an indifference which was increasing Panamanian hostility 


toward the United States. Upon his departure, Ambassador Farland, one of the most 


popular United States ambassadors in Pandmanian history, was invited neither to 


the White House nor before the House Foreign Affairs Committee to express his 


concern about Panama. He was not even given customary de-briefing by the State 


Department. Washington's course of drift continued and five months after Anbas- 
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sador Farland's resignation, when the riots broke out in Panama, no new United 


ra 


States ambassador had been appointed. 
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However, the mishandling and neglect in the last year, which culminated 


in the January riots, 25 deaths, and hundreds of injuries, merely inflamed an 


already smoldering situation. Indeed, the roots of the present crisis are 


embedded in a 6l-year failure of Panama and the United States to build the good 


will and genuine understanding essential to a fruitful partnership. 


Panema today is demanding a new treaty which would at once increase 


substantially the income it receives from Canal traffic and would ultimately 


establish its complete sovereignty over the Canal Zone. The United States, on * 


the other hand, can not yield to pressure alone and insists upon maintaining the 


complete jurisdiction in the Canal a oie to it by treaty. 
more 


How is it that in all ‘fof these yeurs of living and working together the 


United States and Panama have been unable to resolve their differences and build 


&@ harmonious relationship? The answer to tbis question should suggest a course 


for future action. 


- President Johnson recently ssid of the Panamanian problem that "No 


purpose is served by rehashing either recent or ancient events." But the complex 


situation must be viewed in its historical context, 


IT 


THE ROOTS OF THE PROBLEM 


The difficulties in Panama did not begin with the violence that erupted 


there on January 9, 1964. ‘That conflict was the predictable result of an explosive 


situation that has been building openly for many years. In fact, our troubles in 


Panama began with the Hay-Bunau Varilla Treaty of 1903, which permitted the 


construction of the Canal and granted the United States "in perpetuity the use, 


occupation, and control of a zone of land" across the Isthmus "as if it were 


sovereign." This treaty, signed almost immediately after Panama had won its 


independence from Colombia through United States intervention, virtually made 
; Panama & protectorate of the United States. 

After signing the 1903 treaty, Panamanians had second thoughts and 
trouble began. From that time forward there has been a fundamental difference 
of interests between Panema and the United States. Our primary aim has been to 


operate as efficiently as possible an intefnational waterway of economic and 
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stretegic siguificance. Convinred that, Penama could not do this, and that we 
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could do so only if we were free of all external interference, we have insisted 


An Othe a 


on complete jurisdiction in the Canal Zone and complete control of the Canal 


aren 


itself. But Panama bas viewed the Canal as its greatest national resource and 


has sought to extract greater advantage from it. Convinced that the’ United States 


hes been exploiting and profiting from this national asset, Panama bas claimed 


sovereignty over the Zone and has vigorously insisted on an increasing share of 


the benefits. 


The crux of the problem in Panama is this “fundamental difference of 


interests." he ditfienlties thul lave arisen over the years have developed 


because each nation has vigorously pirsned tts om interert without sufficlent 


regard for the other's, and because the two nations failed to recognize that their 


interests were not as mutually exclusive as they appeared to be. Some of the 
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specific points of dispute -- such as the displaying of the Panamanian flag: in 


the Zone, equal wage scales for Panamanians and Americans, and the existence of 


commercial, enterprises in the Zone -- have been largely symptomatic of the basic 


disagreement. 


In 1936, at Panama's urging, an additional treaty was drafted. Among 


‘other things, it abrogated the United States guarantee of Panama's independence, 


canceled our right to unilateral intervention in the Republic, and forbade 


certain kinds of commercial enterprises in the Zone, long an irritant to 


Panamanian merchants. Thus for the first time Panama became a truly independent 


nation. 


Again in 1955, Panama's discontent reached the danger point and a 
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third treaty was signed. It established the principle of “one basic wage scale 

for all...eemployees of the Canal Zone," and stipulated that all supplies for the Y 
kf 

Zone be purchased, if feasible, frem either Panama or the United States. It also : 


es 
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provided that the United States would construct, at our expense, a bridge 
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connecting the two sections of the Isthmus. 


vf. 
But these concessions -- and others made from time to time ~~ have 
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served only to delay the conflict that results from the basic disagreement 
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between the two nations. It should now be clear, therefore, that further i 


concessions at this time will not in themselves end our difficulties in Panama. 


Only by reconciling the basic difference in interest between the two nations 


threvugh a mutually-acceptable and long-range policy can we hope to find a lasting 


solution to the problem. 


IIT 


ALTERNATIVES Tw THE STATUS QUO 


The task will not be easy, for there is no simple right or wrong 


answer. We must abandon black and white approaches and search the great gray 


area for reasonable and honorable compromises. To illustrate the complexity of 


the problems of sovereignty and control, consider the alternatives to the status 


quoe 


President Truman, Ambassador Stevenson, and others have suggested that 


the Canal be placed under international or inter-American control. In theory, 


this suggestion may have merit, but it seems highly unlikely that Panama would 


agree to this, and, of course, the United States can not unilaterally take such 


action. To Panama, international control might be worse than United States 
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control, for benefits to Panama probably would not increase, and the ready-made 


yanqui whipping boy would be replaced by an impersonal international organization. . 


Further, for the time being, the United States must be skeptical of internation- 
alization, for we consider the Canal too important to our military and economic 
welfare to entrust it to the United Nations where communist pettifogging, inter- 
ference, and delay might endanger it. And the Organization of American States has 
not yet demonstrated convincingly that it can consistently act in concert and 
place hemispheric iitevewes above national interests. 

Another alternative would transfer control and operation to Panama. 
This does not seem feasible at present, for unlike the sea level Suez Canal, 
the Panama Canal with its locks is a miracle of engineering and timing, calling 
for skills not possessed today by many Panamanians. Further, while most 
Panamanians would not believe it, such a transfer might well reduce the benefits 
to the Republic. The United States subsidizes the Canal at present and this 
would cease. Our military expenditures would dwindle or disappear. Operating 
inefficiencies and breakdowns might drastically reduce income. As a condition 

- > 

of the transfer we would surely insist that the $460 million of debt owed by the 
Canal Company to the United States Treasury and thus to United States citizens 


be assumed and repaid by the Panamanian government. Just to do this, Panama 


would have to raise tolls substantially; to reap anything approaching the kind 


of benefits Panema envisions, tolls would have to be increased enormously. 


Hence, other users of the Canal -- including the west coast countries of Central 
and South America and all maritime nations -- would vigorously oppose the transfer 
and would bleme the United States for putting Panama in a position to charge 
exorbitant tolls. 

Still another alternative sometimes mentioned is the possibility of 
creating a joint United States-Panamanian corporation to control and operate the 
Canal; by treaty what is now the Canal Zone would come under the same jurisdiction 
of the Panamanian government as the Free Zone, but the corporation would control 
and operate the Canal, with rates fixed by the treaty and the net income, if any, 
being divided by treaty formula. This alternative is unacceptable to the United 
States for the present; United States citizens must be responsible for the 
technical, engineering and related jobs; they insist on good housing, schools, 
hospitals, and other services equal to those in the United States; they also 
insist upon living by United States laws, fairly administered. These needs and 


desires can be met only under the present arrangement. 


(more) 
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A MAZE OF MISUNDERSTANDING 


A heritage of malice and misunderstanding makes the problems even more 


formidable. Most of our citizens and too many of our leaders, for example, 


believe that the United States has complete sovereignty in the Canal Zone. 


They therefore wish to tolerate no interference, are hostile to the appearance 


of the Panamanian flags in the Zone, and would maintain the status quo with 


guns if necessary. A United States Congressman advocated during the January 


crisis that we tear down the flag poles from which the Panamanian flags fly 


in the Zone. But the United States is not sovereign in the Zone. The organic 3 


treaty gave the United States jurisdiction over the Zone as if it were sovereign, 4 


making quite clear that titular sovereignty remained with Panama, as has been 
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acknowledged over the years by three United States Presidents. 8 
, Paneamanians, on the other hand, believe that the United States is ’ 
exploiting their only national asset and is making vast sums of money from it. i 

This is patently false. Despite its authority to do so, the United States has 

not raised Canal tolls since they were established in 1914 ( except for ; 
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adjustments on certain items ) and has operated the Canal on a no-profit 


basis. The gross revenue in the Canal Zone in 1962, for instance, amounted 


to about $100 million, of which $60 million was from Canal tolls, but 
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after operating and maintenance costs were met, and essential Canal improve- 
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ments were made, there was not a single penny of profit for the United States. 


Indeed, the United States not only has never made a profit, but actually has 
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subsidized the operation of the Canal in the amount of some $6 million a year. 


The debt of about $460 million is not being amortized. ‘The Canal Company now 


pays only 2.82 per cent interest on about $330 million of that debt (a subsidized 


rate in view of the interest paid by our Treasury on its total debt), and pays 


no interest whatsoever on about $130 million of the debt. Further, $1.5 million 


of the $1, 930, 000 annuity to Panama is paid not from Canal revenues but from 


‘ 


State Department appropriations. Unfortunately, the annual report of the Canal 


Company, written to impress the Congress with the Company's skillful management, 


gives the unsophisticated reader the impression that a net profit is realized, 


thus feeding this serious misunderstanding. Only by careful study of many 


complicated financial statements does one see that every cent of this so-called 


"profit" is spent on necessary Canal improvements. 


Nor is it accurate to assume, as so many in Panama do, that the 


$1,930,000 annuity is the only financial benefit to the Republic of Panama. In 
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1962, 17 per cent of Panama's ‘national income -» some $85 million -- was 


generated directly by the Canal. And to that must be added millions of dollars 


spent by tourists attracted to Panama because of the Canal. 


But the truth is buried by the misunderstandings, and the myths are 


perpetuated by many Panamanian leaders and mass media as they use the United 
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States as a scapegoat to divert attention away from the anachronistic class 


EEG RAR ey aiacy wee © BE IO et ST 


inequities in Panama. Hate and hostility come easily to the masses who, in 


the midst of abject poverty, see the affluent living conditions of the United 


States citizens in the Zone. 
Communism flourishes in such an atmosphere of confusion and discontent, 


and Castro's agents fen the fires of anger. In typical fashion they infiltrate 


student groups, labor unions, and other organizations; they spread lies and 


rumors; they undermine the efforts of moderate men to solve the problems; and 


It is now clear, for example, that Cuban-trained communists 


they incite violence. 


infiltrated the protest marches in January and whipped them into a frenzied mob. 


Positive photographic proof of this exists. 
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A REALISTIC POLICY 


In the face of such obstacles and complexities, what course of action 


should the United States pursue? 

One thing is clear: Any realistic approach to the Panamanian problem 
must begin with the recognition that the ‘construction of a new sea level canal 
within about 25 years is imperative; earlier construction is preferable. 


Disputes over sovereignty, wage scales, and profits are all attendant upon the 


inescapable need for a new canal. 


Some advocate construction of a new canal as soon as physical and 


political problems are solved. Such a view overlooks the desirability of 


emortizing the debt of the present Canal. 


By operating 18 hours a day, the Panama Canal is now barely able to 


handle eurrent traffic. In its present condition, it will rapidly become 


obsolete, and if nothing were done a maritime traffic jam would result. 


Even now, some aircraft carriers and tankers are too big to pass through the 


locks. This is incorrectible. But by spending some $75 million to widen the 


Gaillard cut, improve locks, build a new dam to increase the water supply needed 


in lock operations, and provide new lighting for 24-hour operation, the present 
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Canal could handle most traffic, other than the largest ships, for about another 


25 years. 


The Panama Canal Company, the Defense Department, the Maritime Admini- 


stration, and other government agencies have been re-evaluating our canal require- 


2 
ments and studying sites for a now séa level canal. Two prefarred routes hava 


emcrged -- one in Panama, 125 miles cast of the present Zone, and one in Colombia 


near the Panamanian border. By using nuclear explosives (which apparently would 


require permission of the signatories to the nuclear test ban treaty, including » 


“the Soviet Union), a new Panama Canal would cost about $520 million, and a i. 


canal in Colombia would cost about $100 million more. 
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It would devastate the economy of Panama if a sea level canal were 


built in Colombia or elsewhere, such as Mexico, for the present lock-canal will 


be useless the moment a sea level waterway is opened. It is patently to 


Panama's interest to cooperate in solving present difficulties so that it will 


be politically as well as cconomically feasible to build the new canal within 


the Republic. And, assuming the resolution of current disputes and assurance 
of future good relations, aaa favor the Panamanian route for several 


reasons. :It is shorter and less costly. Ships will traverse it faster. 


dnd we must consider the hurt to Panama if the new canal is located elsewhere. 
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Despite the difficultics between the United States and Panama, the two nations 
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have cooperated for half a century to their mutual benefit, and they should recog- 


nize moral obligations to each other. 


- It is to Panama's interest not only to assure construction of the new 

canal in the Reoublic, but also to keep the present Canal functioning for as long 
e 

as possible, for it seems inevitable that the cconomic benefits to Panama from the 


operation of a sca level waterway will be less, at least for many years, than they 
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are now from the lock canal, and still lower than herein proposed for the next 


twenty to twenty-five years. More than 13,650 persons are employed in the operation 


of the present facility and the Canal Zone government activities. About 9,850 of 


these are Panamanians; most of the 3,800 United States citizens have families which 


increase the total. Wages for this large number, plus supply purchases, result, 


as previously indicated, in the expenditure of ‘about $85 million in the Republic. 


A sea level canal can be operated efficiently by 500 to 1,000 persons. Even if 


cash payments to Panama from the new canal were increased to the maximum feasible, 


it seems doubtful that these would equal current expenditures. 


On all counts, therefore, it is clearly to Panama's interest and ours 


to settle current difficulties, to maintain the present Canal for a reasonable 


period, and to agree now to a new undertaking subsequently. 


(more) 


Once this is recognized, the United States and Panama should formulate 


& realistic, sustainable long-range policy and should amend the existing treaties 


to incorporate the following: 


1. The United States should agree to complete Canal improvements 


costing a total of $75 million, thus enabling the Canal to handle most traffic aes 


for another 25 years or more. The United States has spent nearly half this sum 


on the required improvements and hence should complete them within the next two 


Yearse 


2. The Canal tolls should be raised, and Panama's annuity should be 
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substantially increased. Present tolls are slightly less than those of the Suez 


Canal, a sea level waterway. An increase of 100 per cent would not drive traffic 


awey, for it would still be cheaper for ships to traverse the Canal than to take: 
the long route around the tip of South America. But such a radical increase | 
would do irreparable harm to our reletions with many nations and, in any event, is 
not needed. A 30 per cent increase is justified and would raise income by about 
$20 million a year now, and more as traffic increased. This would enable us to 

! increase the annuity to Panama to $15 million a year and still permit us to take 
another indispensable action. 

3. The Canal Company should begin a program to amortize the $460 

| million debt to United States taxpayers. This can be accomplished in a 25-year 

| period by allocating a portion of the income from the toll increase and, after 

f the Canal improvements indicated in (1) above have been completed, assigning to 

the amortization account the $16 million spent annually in recent years on 


Canal improvements. 


kL, To the degree that it is possible without hampering the operation 
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of the Canal, the United States should rotate its civilian personnel in the Canal 


Zone.e Many of the present Zonians have lived in the Zone most of their lives 


and they and their children consider it as much a part of the United States as 


is Texas. The more deeply entrenched United States citizens become in Canal 


Zone life the greater the danger that incidents like those instigated by 17-year- 


old school boys last January will recur. 


5. The present program to train Panamanians for more responsible and 


higher paying positions in the Canal operation should be intensified. The wages 


of unskilled, semi-skilled, and related positions in the Zone are from 30 to 100 


per cent higher than wages of identical work in the Republic, but even so the 


rates are very low compared to United States wages; about 95 per cent of these 


low-paying jobs are filled by Panamanians, only 5 per cent by others. The 


(more ) 


professional and related posts Carry United States rates, many times greater than 
those of Panama. in April, 1960, President Eisenhower ordered that the apprentice- 
ship program for Panamanians be stepped up, for only 5 per cent of the high posts 
were filled by Panamanians, 95 per cent by Americans. Since then, the number of 
Panamanians being paid at United States base rates has tripled. Insofar as 
possible, the United States rapidly should train Panamanians to handle the 
technical operating tasks on the Canal, thus eliminating the charge of discrimi- 
nation. 

6. The United States should agree that if Panama will vigorously and 
promptly pursue the reforms agreed to in the Act of Bogota of 1960 and the Charter 
of Punta del Este of 1961, the United States will undertake a very generous aid 
progrem within the Alliance for Progress to improve Panama's agricultural and 
industrial capacity, its schools, hospitals, and highways, and in general to 
raise the living standards not of the elite but of the masses. It should be 
clearly understood that we will abide by the promises made by the American nations 


in the Alliance for Progress, and that hence public and private loans and technical 


assistance will not be forthcoming if the land reform, tax reform, honest tax 


collection, and emphasis on self-help projects in education, health, and low-cost 
housiing are not vigorously fostered. For aid that merely strengthens the prevailing 
order is grist for the communists, maddening to the masses, and unhelpful to 
mutual relationships. 

Considering that the Republic of Panama is only half as large as the 
State of Florida with about the same number of people as the City of C%+velan?, 
it is difficult for many to understand why*Panama, with United States assistance, 
has not been able to overcome its economic and social problems. The answer, at 
least in part, is that Panama -~ like other Latin American nations -- suffers 
the evils of oligarchy. A few families own most of the resources and control the 
Republic politically and economically. This has resulted in gross neglect of the 
Republic's natural and human resources. While arable land lies uncultivated, 
Panama imports food and its people are hungry. Although many areas of Panama are 
without electricity, less than 2 per cent of the nation's rich hydro-electric 
potentiality has been developed. Industry has been slow to develop and is 
characterized by monopolistic practices, low output, and a tendency to seek quick 
and excessive profit. Low income tax rates and laxity in collections contribute 
to the government's declining financial position; the public debt is rising, as is 
the balance of payments deficit. 

On the other hand, United States has given only limited aid to Panama 
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and that has been poorly adminfstered. While our aid to Panama was increased under 


the Alliance for Progress, a House Foreign Affairs subcommittee in a report issued 


last December sharply criticized the entire aid program to Panama and charged 


United States agencies with poor planning, lack of coordination, and unwise use 


of funds, 


Panama recently has taken the first commendable steps in laying the 


legal base for agricultural and tax reform. The United States should support the 


implementation of these measures and encourage the development of other reforms 


In addition, we should do 


as a prerequisite to substantial United States aid. 


everything possible to promote private investment in Panama, provided Panama 


enacts legislation which will assure it of non-discriminatory treatment. United 


States private investment in Panama today amounts to half of the total private 
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capital invested in Panama. 


A stepped up aid program, keyed to social reform, added to increased 
income which Panama will obtain from the operation of the Canal as herein 
suggested, will help overcome the poverty, injustice, illiteracy, and unemploy- 
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ment, that now stand in stark contrast to the prosperity enjoyed by United States 
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To the degree Panama 


citizens, who live on a strip bi-secting their country. 


improves its production, social justice, and living conditions and reduces 
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relatively its economic dependence on the present Canal, current hostilities in 


Panama will wane and thus gradually will be laid the groundwork for the construc- 


tion and success of a new Canal. 


7. If the foregoing changes are mutually acceptable, the United States 


and Panama should agree that a wholly new treaty, replacing all existing ones, 


will be negotiated in good faith not later than 25 years hence or sooner by 


mutual consent. By then, the Canal debt should be approaching full amortization, - 


and years of experience under the new arrangements proposed here will serve as 


The major points to be negotiated at that time will be the conditions 


a guide. 


under which a new sea level canal is to be built and operated. 


Should it be 


By an inter- 


By Panama? By a joint corporation? 


operated by the United States? 


If any 


American or international agency? Should financing be private or public? 


type of joint or international agency is agreed to, how shall financing costs be 


shared? What will be the rates of the sea level canal? How should the profits 


be divided? 


When a new Canal has been built, when the present treaties have 


been abrogated, and thereafter when Panama assumes control over the present Canal 


Zone, the United States might well donate the homes, schools, hospitals, and other 
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facilities in the Zone to the Republic , perhaps as a center for education, 


research, and medical services, 


Quite apart from treaty amendments, after the United States 


has appointed an ambassador, he should be given sole authority to 


speak for the United States in Panama, Gur difficulties in Panama 


have been greatly aggravated by having a duality of representation in the 


Republic, The Governor of the Canal Zone, who is also President of the Canal 


Company, reports through the Secretary of the Army to the President, but feels 


He has greatly influenced 


his greatest obligation to be to the Congress, 


United States affairs by dealing directly with the government and people of 
Panama on major policy issues, Sometimes he and our Ambassador have disagreed, 
and have carried their disagreements to the highest levels of the Panamanian 
government, The United States desperately needs a single voice in Panama, and 

it should be the voice of the Ambassador, spcaking for the President of the United 
States, The Governor of the Zone should confine his activities to the adminis- 
tration of the Zone ‘and the operation of the Canal; if his presence in negotia- 


fs 
tions with Panama is needed he should serve only as a technical adviser to 
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THE GROUNDWORK FOR COOPERATION 


These,then, are specific steps which the United States and Panama can 


take to build good relations, They reflect the belief that the interests of 
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Panama and the United States can be harmonious; both nations have a common and 
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predominant interest in maintaining an international waterway and must cooperate 


The actions proposed here are the key elements 


in every way to insure success, 


of a policy which recognizes that the status quo is ultimately impractical and 


indefensible, An unyielding adherence to agrcements made in earlier times under 


different circumstances‘can only lead to more difficulties and probably to 


irreconcilable trouble, If the changes proposed here are to be made, however, it 


‘must be clearly understood that they will be made not because the treaties are 


illegal, but because we believe that such changes are in the best interest of 


the United States, Panama, and the Free World. 


The leaders and the people of both nations must keep in mind that the 
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common goal is to maintain the Panama Canal. for a mutually-agreeable number of 
years and then to replace it with a new sea level canal. Misunderstanding or 
stubbornness or false nationalistic pride must not divert us from this goal. 
During the years preceding the negotiation of a new treaty, the United States 
can do much to help solve the immediate problems in Panama, and to build the 
reservoir of good will so essential to future progress. Panama, too, must 
consider carefully its actions during the intervening years and must assess the 
future realistically. She must live up to her Alliance for Progress commitments 
and build a modern democracy free of both communism and oligarchic control. If 


the two nations can join together in solving the problems that have plagued 


them for half a century, there is every likelihood that a new Panama Canal will 


be built and it will symbolize inter-American cooperation-and progress. 
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Not every member of the Critical Issues Council or Reoublican 
CITIZENS Committee necessarily subscribes in every detail to 
all the views expressed, The Council endorses its papers as 
a substantial contribution to public awareness of current 
critical issues and to the presentation of positive solutions, 
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